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L Introduction

MCI Telecommunications Corporation (MCI), pursuant to the Notice of Inquiry
in the above-captioned docket, hereby submits its Reply Comments. In the Notice, the
Commission asked for comment on the implications of information and Internet usage for
the public switched telephone network. On March 24, 1997, 44 parties filed comments.
In this reply, MCI responds to comments on the impact of Internet traffic growth on the
public network, the assessment of access charges on Internet service providers (ISPs), and

several other issues.

IL. Technical Solutions to Internet Traffic Growth Exist
There is broad agreement among commenters that the volume of Internet traffic
using the public telephone network is growing rapidly. PacTel, for example, estimates

that the number of dialup users of Internet access in its region will increase from 2.3
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million to 4.7 million by 2001, and that Internet access minutes on its network will
almost equal the number of voice minutes by 2001.! Similarly, Bell Atlantic estimates
that, at current growth rates, dialup Internet traffic will equal interexchange access traffic
within a few years.?

With their comments, several incumbent LECs have provided studies that show
that ISPs use the public network more intensively than a typical business. Generally,
these studies show that the lines serving ISPs show occupancy levels in excess of 30
“hundred call seconds” (CCS), significantly greater than the average CCS per line. The
incumbent LECs argue that these usage levels exceed even those for businesses that have
considerable inbound traffic, such as ticketing agencies.” Furthermore, the incumbent
LECs argue that these high-volume businesses represent a small fraction of overall
traffic, while ISP traffic is increasing rapidly.

While there is disagreement about whether the growth of Internet traffic is
creating network reliability issues, most commenters agree that the voice network does
not carry Internet traffic efficiently and that the solution is to rely to a greater extent on
packet-switched networks to link homes and businesses with ISP POPs.* These packet
access networks would circumvent part or all of the circuit-switched public network. A

variety of possible architectures are described in the comments; the incumbent LECs, in

PacTel Comments, Exhibit A, p. 3.

2Bell Atlantic Comments, Attachment B, p. 2.

3Bell Atlantic Comments, Attachment B, p. 3.

‘See, ¢.g., SWBT Comments at 8; America Online Comments at 20-21.
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particular, point to several new packet access services that they are beginning to deploy.’
They generally claim, however, that demand for these services has been limited.®

Parties also agree that, in the long run, packet access networks will enable higher-
bandwidth access to the Internet.” It is apparent that the existing voice network, in
addition to being inefficient, is also a performance bottleneck. New high-bandwidth
packet-access networks would be better able to handle information-intensive applications
that rely on graphics or video. Commenters cite a number of alternatives, such as cable
modems and wireless solutions, but generally agree that one of the most promising
technologies for telecommunications carriers is the digital subscriber line (xDSL) family
of technologies combined with fast-packet technologies such as Asynchronous Transfer

Mode (ATM).

III. The LECs’ Studies Do Not Demonstrate Revenue Shortfalls

While there is general agreement that there are alternatives to the public network
that would carry Internet traffic more efficiently, commenters do not agree on the
regulatory steps that might accelerate the move to greater reliance on packet switching
technologies. Incumbent LECs argue that the “ESP exemption™ allows ISPs to purchase

access at “artificially” low rates that encourage ISPs to continue using circuit-switched

’See, e.g., Bell Atlantic Comments at 11-12; GTE Comments at 5.
Bell Atlantic Comments at 13.
’GTE Comments at 5; Internet Access Coalition at 17-20.
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services even when packet-switched services might be more efficient. They claim that
the FCC must assess access charges on ISPs in order to send the correct pricing signals.
ISPs, on the other hand, generally argue that the rates they pay are fully compensatory,
and that additional access charge revenue would only encourage the incumbent LECs to
continue investing in their circuit-switched networks.®

To support their contention that the services purchased by ISPs are priced
substantially below cost, the incumbent LECs outline costs they have incurred to handle
increased ISP traffic. GTE, for example, claims that it has expended between $50.3
million and $83.6 million to upgrade its network to handle Internet traffic.’ However,
increased costs alone do not demonstrate that ISP services are priced below cost. The
LECs must show that the increased revenue from providing services to ISPs will not be
sufficient to cover incremental costs. Only a few LECs have attempted to show such a
revenue shortfall. Pacific Telesis, for example, argues that it faces a shortfall of $441
million over the next ten years."

The Pacific Telesis study has a number of shortcomings that are commonly found
in the LECs’ studies of the cost impacts of ISP traffic. For example, it is not clear
whether Pacific Telesis’s study assumes that ISPs will subscribe to ordinary business

lines or if it captures the increased reliance of ISPs on digital T1 and PRI ISDN trunks.

$America Online Comments at 8; Internet Access Coalition Comments at 25.
’GTE Comments at 22.
10pacific Telesis Comments, Exhibit A at 20-21.
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Cost studies based on the assumption that ISPs will subscribe to ordinary business lines
show a greater revenue shortfall because the per-circuit costs are higher and the per-
circuit revenues are lower for ordinary business lines than for digital trunks. LECs that
have successfully encouraged a greater fraction of their ISP customers to migrate to
digital trunks appear less concerned about potential congestion and cost impacts.!! -

In addition, the assertion of Pacific Telesis and other LECs that second lines used
for Internet services do not contribute additional net revenues'? is undermined by the
LECs’ own marketing efforts. As several commenters note, some incumbent LECs,
including Pacific Telesis, have been aggressively marketing second lines in conjunction
with their own Internet services.!* Moreover, in their financial reports, the incumbent
LECs tout second line growth as a significant earnings driver, and do not distinguish
between second lines used for Internet access and those used for other purposes.'* None
of the incumbent LECs have presented a cost study that demonstrates that revenues for
second lines used for Internet access do not cover costs.

The incumbent LECs also support their contention that the rates paid by ISPs are

artificially low by arguing that ISPs use the network far more intensively than ordinary

NCBT Comments at 3.
12PacTel Comments, Exhibit A at 19,
13See, .., PSI Comments, CC Docket No. 96-262, Exhibit 2.

1See, e.g., “BellSouth Reports First Quarter Earnings,” BellSouth press release,
April 21, 1997 (“The 4.8 percent annual growth [in access lines] was driven by record
demand in the consumer market.”)



business users, but pay the same or less.”* However, demonstrating that an ISP uses the
network more intensively than a typical business customer also fails to prove that ISP
traffic causes a revenue shortfall. As several commenters note, the incumbent LECs have
typically priced their business lines well above cost.'®

As AT&T demonstrates, the shortfall is, at worst, relatively modest.!” It is
possible to calculate an effective per-minute access rate by dividing ISPs’ per-line costs
by the average usage per line. AT&T shows in its comments that the economic cost of
access is only slightly above the effective per-minute rate paid by most ISPs today. The
very low effective per-minute rates cited by some incumbent LECs are based on
exceptionally low business line rates.'® Nationwide average digital trunk rates would
provide a more accurate comparison. Further, any comparison of the effective per-minute
rate paid by ISPs today with potential access charges must take into account the fact that
access tariffs permit traffic to be aggregated over a larger area. Accordingly, all evidence
suggests that the gap, if any, between what ISPs pay today and the forward-looking
economic cost of access is small.

Contrary to the incumbent LECs’ claims, the slow rate of adoption of their packet

access services does not demonstrate that ISPs are currently paying artificially low rates.

BSWBT Comments at 4-5.
See, e.g.,
"AT&T Comments at 25-27.

18See, e.g., Pacific Telesis Comments, Exhibit A (Pacific cites an effective access
rate of $0.00073 per minute, based on a local business line rate of only $15.05 per
month.)



The slow rate of adoption could simply reflect the fact that these services are new, are
only available from some carriers, and that there is little uniformity in their pricing or
service configuration. Bell Atlantic, for example, has built its packet access service
around Switched Multimegabit Data Service (SMDS), a packet-switching protocol that
has not found widespread acceptance. Only a competitive market can ensure that new
packet access networks are deployed to meet the needs of all ISPs, and are not tailored to

the incumbent LECs’ own Internet operations.

IV.  All Access Users Should Pay the Economic Cost of Access

The incumbent LECs now claim that they do not seek to levy the current level of
access charges on ISPs."” Instead, they argue that ISPs should be subject tor access
charges, but at a reduced level. Some LECs suggest that post-reform access charges
could be imposed on ISPs,?® while others suggest the creation of a special class of access
charges for ISPs.”!

The incumbent LECs offer few specifics for their access charge proposals.
However, it is apparent that the access charges they seek to impose on ISPs would be
well above the forward-looking economic cost of access. Because most incumbent LECs

have supported a “market-based” approach to access reform, even “post reform” access

BellSouth Comments at 2.

2SWBT Comments at 3.

21Bell Atlantic/NYNEX Comments at 13.
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charges would be well above cost. It is also clear that the ISP-specific access charge
proposed by some incumbent LECs would also be above cost. As noted above, the
incumbent LECs significantly exaggerate the costs of providing access to ISPs. They
would presumably seek to reflect these inflated costs in any ISP-specific access charge.

Only if access charges are set at their forward-looking economic cost will the
imposition of access charges on ISPs send the correct pricing signals. While inflated
access rates may serve the LECs’ stated aim of making their packet access services more
attractive, such substitution would be uneconomic. In addition, only access charges set at
their forward-looking economic cost can ensure that the LECs are not able to engage in a
price squeeze, providing access to their Internet operations at economic cost while
charging inflated rates to unaffiliated ISPs. Access charges should not be imposed on
ISPs unless they are at forward-looking economic cost.

It is clear that the incumbent LECs’ proposals for a special class of access charge
for ISPs are an effort to make the imposition of access charges on ISPs more palatable
without committing to real access charge reductions for IXCs. There is, however, no
justification for charging ISPs and IXCs different amounts for access. If ISPs are no
longer considered end users, ISPs and IXCs will be similarly situated access customers.
Consequently, an ISP-specific access charge would be unreasonably discriminatory. ISPs
should not have to pay access charges above forward-looking economic cost, and IXCs
should not be treated differently than ISPs.

Different classes of access charges would create the potential for inefficient

arbitrage. As several commenters note, the Internet is increasingly capable of handling
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fax and other traffic that is also carried by IXC networks.?? The competition between
Internet and circuit-switched technologies should be based on true cost differences, not

regulatory distinctions.

Respectfully submitted,
MCI TELECOMMUNICATIONS CORPORATION

Bradley Stillman

Don Sussman

Alan Buzacott

1801 Pennsylvania Ave., N.W.
Washington, D.C. 20006
(202) 887-3204

April 23, 1997

2See, e.g., AT&T Comments at 13-16.
9



CERTIFICATE OF SERVICE
I, John E. Ferguson III, do hereby certify that copies of the foregoing Reply Comments
on Usage of the Public Switched Network By Information Service and Internet Access Providers

were sent, on this 23rd day of April, 1997, via first-class mail, postage pre-paid, to the

following:

Reed E. Hundt**

Chairman

Federal Communications Commission
1919 M Street, NW

Room 814

Washington, DC 20054

Regina Keeney**

Federal Communications Commission
1919 M Street, NW

Room 500

Washington, DC 20054

Rachelle E. Chong**

Commissioner

Federal Communications Commission
1919 M Street, NW

Room 844

Washington, DC 20054

James H. Quello**

Commissioner

Federal Communications Commission
1919 M Street, NW

Room 802

Washington, DC 20054

Susan P. Ness**

Commissioner

Federal Communications Commission
1919 M Street, NW

Room 832

Washington, DC 20054

Richard Welch**

Federal Communications Commission
1919 M Street, NW

Room 544

Washington, DC 20054

Kathy Levitz**

Federal Communications Commission
1919 M Street, NW

Room 500

Washington, DC 20054

Jane Jackson**

Federal Communications Commission
Common Carrier Bureau

1919 M Street, NW

Washington, DC 20054

Joseph Farrel**

Federal Communications Commission
Chief Economist

1919 M St., NW

Washington, DC 20054

John Nakahata**

Federal Communications Commission
Office of General Counsel

1919 M Street, NW

Washington, DC 20054

James Casserly**

Federal Communications Commission
Room 832

1919 M Street, NW

Washington, DC 20054



Blair Levin**

Federal Communications Commission
1919 M Street, NW

Room 814

Washington, DC 20054

Daniel Gonzales**

Federal Communications Commission
1919 M Street, NW

Room 844

Washington, DC 20054

Jim Lathrop**

Federal Communications Commission
1919 M Street, NW

Washington, DC 20054

Gene C. Schaerr

James P. Young

AT&T Corp.

1722 Eye Street, N.-W.
Washington, D.C. 20006

Mark C. Rosenblum

Ava B. Kleinman

AT&T Corp.

295 North Maple Avenue, Room 3252]1
Basking Ridge, New Jersey 07920

Lawrence W. Katz

Attorney for Bell Atlantic Telephone Co.
1320 North Court House Road, Eigth Floor
Arlington, VA 22201

Glenn B. Manishin / Christine A. Mailloux
Blumenfeld & Cohen - Tech. Law Group
Counsel for NetAction, UCAN, CPSR and
CTCNet

1615 M Street, N.W., Suite 700
Washington, D.C. 20036

Glenn B. Manishin / Michael D. Specht
Blumenfeld & Cohen - Tech. Law Group
Counsel for Juno Online Services

1615 M Street, N.-W., Suite 700
Washington, D.C. 20036

Glenn B. Manishin / Michael D. Specht
Blumenfeld & Cohen - Tech. Law Group
Counsel for CAIS, Inc.

1615 M Street, N.W., Suite 700
Washington, D.C. 20036

Charles H. Helein / Brian A. Cute
Robert M. McDowell

Helein & Associates, P.C.
Counsel for ACTA

8180 Greensboro Drive, Suite 700
McLean, VA 22102

Charles C. Hunter

Catherine M. Hannan

Hunter Communications Law Group
Counsel for TRA

1620 I Street, N.W., Suite 701
Washington, D.C. 20006

Daniel L. Brenner

David L. Nicoll

Counsel for the National Cable
Television Association

1724 Massachusetts Avenue, N.W.

Washington, D.C. 20036

Joseph Di Bella

Attorney for the NYNEX Telephone Co.
1300 I Street, N.W., Suite 400 West
Washington, D.C. 20005

Ronald L. Plesser / Mark O’Connor
Piper & Marbury L.L.P.

Counsel for CIEA

1200 Nineteenth Street, N.W., Suite 700
Washington, D.C. 20036



Diane Iglesias

The Southern New England Telephone Co.
227 Church Street

New Haven, CT 06510

Leon M. Kestenbaum

Jay C. Keithley

H. Richard Juhnke

Sprint Corporation

1850 M Street, N.W., 11th Floor
Washington, D.C. 20036

Teresa Marrero

Teleport Communications Group Inc.
Two Teleport Drive

Staten Island, NY 10311

Ronald Dunn

Information Industry Association

1625 Massachusetts Avenue, NW, Suite 700
Washington, DC 20036

Margot Smiley Humphrey

Koteen & Naftalin, L.L.P.

Counsel for National Rural Telephone Assoc
1150 Connecticut Avenue, N.W., Suite 100
Washington, DC 20036

Donna N. Lampert / Christopher J. Harvie
Mintz, Levin, Cohn, Ferris, Glovsky and
Popeo, P.C.

Counsel for America Online

701 Pennsylvania Avenue, NW, Suite 900
Washington, DC 20004

R. Michael Senkowski

R. Paul Margie

Wiley, Rein & Fielding
Counsel for GTE Service Corp.
1776 K Street, NW
Washington, DC 20006

Ward W. Wueste

Gail L. Polivy

Counsel for GTE Service Corp.
1850 M Street, NW, Suite 1200
Washington, DC 20036

Durward D. Dupre

Mary W. Marks

Thomas A Pajda

Attys for Southwestern Bell Telephone Co.
One Bell Center, Room 3536

St. Louis, Missouri 63101

Michael J. Ettner / Emily C. Hewitt
Jody B. Burton / Vincent L. Crivella
General Services Administration
18th & F Streets, NW, Room 4002
Washington, DC 20405

Robert N. Kittel

Cecil O. Simpson, Jr.

Office of the Judge Advocate General
901 N. Stuart St., Suite 713
Arlington, VA 22202-1837

Reginald R. Bernard

SDN Users Association, Inc.
P.O. Box 4014

Bridgewater, NJ 08807

Randolph J. May

Sutherland, Asbill & Brennan

for Compuserve Inc. Prodigy Services Corp.
1275 Pennsylvania Avenue, NW
Washington, DC 20004-2404

Randall R. Zach

TCA, Inc.- Telecommunications Consultants
3617 Betty Drive, Suite I

Colorado Springs, CO 80917



Colleen Boothby

Levine, Blaszak, Block & Boothby
Counsel for Internet Access Coalition
1300 Connecticut Avenue, NW, Suite 500
Washington, DC 20036

Jonathan Jacob Nadler

Squire, Sanders & Dempsey L.L.P.
Counsel for Internet Access Coalition
1201 Pennsylvania Avenue, NW, Box 407
Washington, DC 20044

Mary McDermott

Linda Kent

Keith Townsend

Hance Haney

United States Telephone Association
1401 H Street, NW, Suite 600
Washington, DC 20005

Marlin D. Ard

Jeffrey B. Thomas

Pacific Telesis Group

140 New Montgomery Street, Room 1529
San Francisco, CA 94105

Margaret E. Garber

Pacific Telesis Group

1275 Pennsylvania Avenue, NW
Washington, DC 20004

Randall B. Lowe / John E. Benedict
Piper & Marbury

DSC Communications Corp.

1200 19th Street, NW

Washington, DC 20036

Robert B. McKenna
Dan L. Poole

US West, Inc.

1020 19th Street, NW
Washington, DC 20036

Christopher J. Wilson

Frost & Jacobs LLP

Attys for Cincinnati Bell Telephone Co.
2500 PNC Center

201 East Fifth Street

Cincinnati, Ohio 45202

Thomas E. Taylor

Cincinnati Bell Telephone Company
201 East Fourth Street, 6th Floor
Cincinnati, Ohio 45202

David Cosson

L. Marie Guillory

NTCA

2626 Pennsylvania Ave., NW
Washington, DC 20037

Lisa M. Zaina

Kenneth Johnson

OPASTCO

21 Dupont Circle, NW, Suite 700
Washington, DC 20036

M. Robert Sutherland

Richard M. Sbaratta

BellSouth Corp & BellSouth Telecomm. Inc
1155 Peachtree Street, NE

Atlanta, GA 30309-3610

Mary E. Brooner

Motorola, Inc.

1350 I Street, NW, Suite 400
Washington, DC 20005

Genevieve Morelli

Competitive Telecommunications Assoc.
1900 M. Street, NW, Suite 800
Washington, DC 20036



Robert J. Aamoth

Kelley Drye & Warren LLP
1200 19th Street, NW, Suite 500
Washington, DC 20036

Dennis C. Hayes

Hayes Microcomputer Products, Inc.
5953 Peachtree Industrial Blvd.
Norcross, GA 30092

Steven P. Klingler

Clark Development Company, Inc.
3950 South 700 East, Suite 303
Murray, UT 84107

David P. McClure

Association of Online Professionals
6096 Franconia Road, Suite D
Alexandria, VA 22310

John G. Lamb, Jr.

Northern Telecom Inc.

2100 Lakeside Blvd
Richardson, TX 75081-1599

Stephen L. Goodman
David E. Colton

Halprin, Temple, Goodman & Sugrue

1100 New York Avenue, NW
Suite 650, East Tower
Washington, DC 20005

Daniel J. Weitzner

Center for Democracy and Technology

1634 Eye Street, NW, Suite 1100
Washington, DC 20036

Leslie A. Harris

Leslie Harris & Associates

1146 19th Street, NW, Seventh Floor
Washington, DC 20036

**HAND DELIVERED**

Joseph S. Paykel / Andrew Jay Schwartzman
Gigi B. Sohn

Media Access Project

1707 L Street, NW, Suite 400

Washington, DC 20036

Catherine R. Sloan / David N. Porter
Richard L. Fruchterman / Richard S. Whitt
Worldcom, Inc.

1120 Connecticut Ave., NW, Suite 400
Washington, DC 20036

David R. Bender

John H. Crosby IV

Special Libraries Association
1700 18th Street, NW
Washington, DC 20009-2514

G. Todd Hardy / Robert E. Jones, III
Nathaniel J. Hardy

Hardy & Ellison, PC

9306 Old Keene Mill Rd., Suite 100
Burke, VA 22015

Rep. Sheila Jackson Lee

18th District, Texas

410 Cannon House Office Bldg
Washington, DC 20515

Jeffrey L. Sheldon

Thomas E. Goode

UTC

1140 Connecticut Avenue, NW
Suite 1140

Washington, DC 20036

Gloria Moss

1620 Palmae Way
Las Vegas, NV 89128

Qﬁnﬁil/w@
&g




